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TAX NEWS
By LOUISE A. SALLMANN, C.P.A., San Francisco, California
Wage Continuation Payments
Exciting news for those of us in public 
accounting or private industry, particu­
larly if we are employees or want to win 
friends and influence employees, is a recent 
tax case which involved the American Tele­
phone and Telegraph Co. wage continuation 
plan for ill or injured employees. (Herb­
kersman, USDC, S.D., Ohio 8/15/55). 
The A.T.&T. Co. plan covers tens of thou­
sands of employees. Herbkersman, the em­
ployee, won a tax refund for the sickness 
benefits included in the gross income of 
prior years.
Although many employers and union con­
tracts have provided for wage continuation 
payments to employees in previous years, 
the tax treatment of such benefits was in 
doubt until the passage of the 1954 Code. 
As we are all aware, the new Code allows 
an employee to exclude up to $100 per week 
from his gross income during periods of 
illness or injury when received under health 
and accident plans. The 1954 Code specifies 
that such plans may be insured or employ­
er-sponsored and the employee may only 
need to substantiate certain conditions per­
taining to hospitalization, length of illness, 
etc. in order to obtain the exclusion.
The tax case referred to above deals with 
employees who have included wage continu­
ation payments in gross income for 1939 
Code years. It followed the Epmeier deci­
sion (199 F.2d 508, 42 AFTR 716) in treat­
ing wage continuation payments as health 
insurance benefits, even though there was 
no formal contract of insurance. The Court 
found that the agreement of the employer 
to be liable for a certain amount of money 
in case of an employee’s illness was, in es­
sence, a health insurance contract between 
employer and employee.
(Continued from page 13) 
pay, and he has faith that the goods or 
services for which you extended him credit 
will be what you represented to him.
Faith requires knowledge. You have 
faith in the people whom you know person­
ally; you can have faith in people you have 
never met, if you know something about 
them, their problems, their purposes, their 
ideals and principles.
Public relations is the means by which 
we gain that knowledge. Two organizations
The statute is still open for the years 
1952 and 1953, so if you or your employees 
or clients have been taxed in those years 
on benefits received from a reasonably def­
inite health and accident plan sponsored by 
an employer a claim for refund should be 
filed. As the saying goes, you have nothing 
to lose and everything to gain.
Employee Car Pools
Another subject that employees will be 
glad to have clarified is the old “Car Pool” 
question. Rev. Rul. 55-555, IRB 1955-36 
provides the answer to commuters who have 
found that sharing rides is a solution to 
parking problems, transit strikes and rising 
bus and train fares, but has conversely 
produced possible taxable income.
Whether fellow employees traveling to 
and from work take turns driving or just 
one provides the transportation continuous­
ly and is reimbursed for his expenses, there 
are no resulting tax consequences. The 
driver need not include these reimburse­
ments in his gross income nor is he allowed 
to deduct such automobile expenses.
Deferred Compensation Trusts
Another recent ruling, Rev. Rul. 55-525 
(IRB 1955-33), emphasizes the fact that 
there is no tax advantage in a deferred com­
pensation trust for employees which the 
employer can revoke at any time and under 
which the employees have no vested rights. 
The employer must include the trust income 
in his own income. This ruling should dis­
courage employers from creating anything 
other than a qualified trust under which 
the employer cannot take back his contri­
butions or earnings thereon, trust income 
is exempt and contributions are currently 
deductible even though employees’ rights 
may be forfeitable.
of business people can meet jointly, as you 
have tonight, and representatives of each 
can talk to you about their purposes and 
problems. But the real knowledge can be 
gotten from the across-the-table conversa­
tion of two or three or four people ex­
changing personal ideas.
Surely each of us can do something in 
our daily business life to further such pub­
lic relations. Knowledge and faith is a 
person-to-person exchange of ideas. Who 
then can deny that public relations is 
everybody’s job?
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